University of Mississippi

eGrove
Association Sections, Divisions, Boards, Teams

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1-1-2006

Auditing Standards Board (ASB) meeting, August 22-23, 2006,
Denver, CO; ASB highlights August 2006
American Institute of Certified Public Accountants. Auditing Standards Board

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_assoc
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants. Auditing Standards Board, "Auditing Standards Board
(ASB) meeting, August 22-23, 2006, Denver, CO; ASB highlights August 2006" (2006). Association
Sections, Divisions, Boards, Teams. 345.
https://egrove.olemiss.edu/aicpa_assoc/345

This Article is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Association Sections, Divisions,
Boards, Teams by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.

AUDITING STANDARDS BOARD (ASB) MEETING
August 22-23, 2006
Denver, CO
MEETING ATTENDANCE
ASB Members
Present
John Fogarty, Chair
Harold Monk, Jr., Vice Chair
Barton Baldwin
Gerald Burns
Craig Crawford
Bob Dohrer
George Fritz
Jim Goad
Dan Goldwasser
Jim Lee
Dan Montgomery
Keith Newton
Pat Piteo
Doug Prawitt
George Rippey
Lisa Ritter
Diane Rubin
Scott Seasock

Absent
Wanda Lorenz

AICPA Staff
Rich Miller, General Counsel
Chuck Landes, Audit and Attest Standards
Ahava Goldman, Audit and Attest Standards
Judith Sherinsky, Audit and Attest Standards
Sharon Walker, Audit and Attest Standards

Observers and Guests
Marcia Buchanan, Government Accountability Office
Rick Call, PPC
Julie Anne Dilley, PriceWaterhouseCoopers
Diane Hardesty, Ernst & Young
Jennifer Haskell, Deloitte & Touche
Maria Manasses, Grant Thornton
Walt Conn, KPMG
Esmeralda Rodriguez, SEC
Linda Volkert, PCPS Technical Issues Committee
Gaylen Hansen, Ehrhardt, Keefe, Steiner & Hottman, PC
CHAIR AND STAFF REPORTS
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB.
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AGENDA ITEMS PRESENTED AT MEETING
1.

Communications With Those Charged With Governance

Mr. Dan Montgomery, Chair of the Communications Task Force (task force), led a
discussion of changes to the proposed SAS, The Auditor's Communication With Those
Charged With Governance. Proposed changes were made in response to comments
received and to converge with the close-off version of proposed International Standard on
Auditing (ISA) 260 (Revised), The Auditor's Communication With Those Charged With
Governance.
The task force identified in the issues paper areas where the draft revised SAS differs
from proposed ISA 260. The ASB agreed with the task force that the following
differences between the proposed SAS and the ISA are appropriate:


Requirements in the proposed SAS, consistent with SAS No. 61, Communication
with Audit Committees, as amended, (AICPA, Professional Standards, vol. 1, AU
sec. 380) but not in the proposed ISA, to communicate with those charged with
governance:
o The auditor’s responsibility for other information in documents
containing audited financial statements, any procedures performed
relating to the other information, and the results (paragraph 25).
o Uncorrected misstatements (paragraph 31c).
o Disagreements with management (paragraph 31d).
o Material, corrected misstatements that were brought to the attention of
management as a result of audit procedures (paragraph 32a).
o Management’s consultations with other accountants. (paragraph 32c).



The elevation from application guidance in the ISA (paragraph A22) to a
requirement to communicate with those charged with governance that the auditor
will consider the effect of not making requested changes to a significant
accounting practice on the financial statements of the current and future years,
and on the auditor’s report (paragraph 35).



Not including in this proposed SAS a requirement to communicate material
weaknesses in internal control that have come to the auditor’s attention, which has
its equivalent in SAS No. 112. (ISA paragraph 14 (c)(i))



Using wording from extant SAS No. 61, as amended, for guidance on
confidentiality (ISA paragraph A41-43, SAS paragraph 49).



Not including certain guidance on the basis that it is repetitious of the
requirements or it is not considered relevant in the US (ISA paragraphs A9, A14,
A28-A31, A35, A51).
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Including guidance on communicating that an audit involves consideration of
internal control (SAS paragraph 24)

Regarding other differences between the proposed SAS and the ISA, the ASB directed
the task force to:


Not limit the requirement in paragraph 32d of the proposed SAS to communicate
significant issues, if any, discussed or the subject of correspondence with
management to those issues in connection with the initial or recurring retention of
the auditor.



Consider what appropriate communications with those charged with governance
regarding auditor independence would be for the non-issuer environment.



Include certain guidance on legal responsibilities and consider the need to include
guidance on communicating supplementary matters.



Delete guidance on the timing of communicating significant findings from the
audit (paragraph 51)

The ASB also directed the task force to:


Develop a list of all the requirements in GAAS to communicate with management
only, with those charged with governance only, and with both management and
those charged with governance.



Add a footnote that the proposed SAS applies to audits of financial statements
presented in conformity with generally accepted accounting principles or a
comprehensive basis of accounting other than generally accepted accounting
principles.



Add specificity to the requirement to document oral communications.



Address the perceived overlap between the second bullet of paragraph 29 and the
requirements of SAS No. 99, Consideration of Fraud in a Financial Statement
Audit, (AICPA, Professional Standards, vol. 1, AU sec. 316).



Make certain editorial changes to the draft.

The task force is expected to present a revised draft to the ASB at its October 2006
meeting for issuance as a final standard.
2.

Clarity of Standards

Mr. Fogarty led the discussion regarding clarity of the ASB’s standards. The ASB
agreed:

To proceed with a clarity project that includes a revision of the structure
and format of the standards. However, the ASB felt strongly that the
guidance should not be separated from the requirements.
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That the clarity project should address the inclusion of objectives and the
authority attaching of objectives.
That the use of must in drafting should be limited. The ASB discussed
limiting the use of must to the ten standards and the objective of the SAS.
That its agenda should be revised to include the IAASB standards that are
to be redrafted over the next two years. Revisions to the equivalent SAS
will be limited to the scope of the clarity project and to elimination of
differences between the ISAs and the SASs.

The ASB is expected to approve a plan to clarify the SASs at its October 2006 meeting.
3.

Specialists

Mr. Craig Crawford, IAASB member, led a discussion of the issues related to the
IAASB’s Use of Experts project. The discussion was based on the agenda materials
presented by the IAASB Experts task force at the July 2006 IAASB meeting. After
discussion, the ASB made the following recommendations:
1) Separate Standards—The proposed standard should be separated into two standards.
One standard would address situations in which an auditor engages an expert and the
other standard would address situations in which management’s uses an expert. Separate
standards would better address the issues related to each situation and would enable the
IAASB to develop more focused guidance relevant to each situation.
2) Principal Evidence—The concept of principal evidence should be retained not for
purposes of determining the nature and extent of audit procedures to be performed by the
auditor, but to assess the expert’s degree of participation in an audit. The fundamental
issue is that there are situations in which the expert’s participation in an audit is very
significant, i.e. when the expert provides the principal evidence related to a significant
account or assertion. For example, an actuary may provide the principal audit evidence
to calculate the reserves in an insurance engagement. The ASB recommends that the
proposed ISA provide guidance to the auditor to address these situations.
4.

Auditor’s Reports

Mr. Monk, Chair of the Auditor’s Report Task Force (the Task Force), led a discussion of
significant issues identified by the task force in revising Statement on Auditing Standards
(SAS) No. 58, Reports on Audited Financial Statements, as amended, (AICPA,
Professional Standards, vol. 1, AU sec. 508).
The ASB reviewed the changes to the draft presented by the task force and re-debated
whether its previous decision to remove the language relating to the auditor’s
expectations of the users was appropriate. At the January 2006 meeting, the ASB
requested that a research project be undertaken to identify user misconceptions of the
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auditor’s report and, once identified, whether and how the auditor’s report can be used to
address those misconceptions. The majority of the ASB continue to be in favor of the
decision not to include such language until more empirical evidence is available.
The task force identified in the issues paper three requirements included in International
Standard on Auditing (ISA) 700 (Revised), The Independent Auditor’s Report on a
Complete Set of General Purpose Financial Statements, ISA 705, Modifications to the
Opinion in the Independent Auditor’s Report, and ISA 706, Emphasis of Matters
Paragraphs and Other Matters Paragraphs in the Independent Auditor’s Report1 that are
not required by the draft SAS. The ASB agreed with the task force that these differences
between the draft SAS and the ISAs are appropriate.
ISA 700, paragraph 34 requires that the “auditor’s report should also explain that
those standards [ISAs] require that the auditor comply with ethical requirements and
that the auditor plan and perform the audit to obtain reasonable assurance whether the
financial statements are free from material misstatement.” Paragraph 24 of the task
force’s draft SAS does not require that the auditor to make a statement regarding the
auditor’s compliance with ethical requirements. The reason for this difference is that
ISA 200, Objective and General Principles Governing an Audit of Financial
Statements, paragraph 4, imposes the requirement that the auditor comply with
relevant ethical requirements relating to audit engagements. Whereas, in the United
States, the AICPA Code of Professional Conduct (for AICPA members) and/or state
law (for any licensee) requires that auditors comply with ethical requirements. The
ASB therefore believes that a similar statement that the SASs require the auditor to
comply with ethical requirements, would be inconsistent with our membership and
regulatory framework.


ISA 705, paragraph 31 requires that when a scope limitation, imposed by
management, cannot be overcome, and the possible effects of that scope limitation are
both material and pervasive, the auditor should resign from the audit, or if resignation
from the audit before issuing an opinion is not possible or practicable, the auditor
should disclaim an opinion. In such a circumstance, the draft SAS requires the auditor
to disclaim an opinion. It also suggests that the auditor may consider withdrawing
from the engagement, but it is not specifically required. In the United States,
requiring the auditor to withdraw from the engagement would require the auditor to
break a contractual arrangement. The ASB does not believe that the professional
standards should not put the auditor in a position that forces a contract to be broken,
therefore the ASB believes that such a requirement is not appropriate in the U.S.


ISA 706, paragraphs 14 through 18 allow the auditor to include an “other matters”
paragraph in the auditor’s report and requires that such a paragraph follow the
auditor’s opinion and emphasis of matter paragraph, if any, and have the heading
“other matters.” In some jurisdictions, the auditor is required by law to communicate
in the auditor’s report information relating to matters other than those that are
presented and disclosed in the financial statements. Such circumstances do not exist
in the United States, and therefore the ASB believes that “other matters” paragraphs


1

References to ISAs 705 and 706 refer to the close-off drafts approved by the International Auditing and
Assurance Standards Board at its July 2006 meeting.
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are not appropriate in the United States. When the auditor does have other reporting
responsibilities, such as, when reporting in accordance with the Government Auditing
Standards, such other reporting responsibilities would be reported on in the “Other
Reporting Responsibilities” section of the auditor’s report.
The ASB also directed the task force to:
Incorporate interpretations 14, 17 and 18 of AU section 9508, Reports on Audited
Financial Statements: Auditing Interpretations of Section 508 (AICPA, Professional
Standards, vol.1, AU section 534) within the draft SAS.


Review SAS No. 51, Reporting on Financial Statements Prepared for Use in
Other Countries, for consistency with the draft SAS.


Review SAS No. 69, The Meaning of Present Fairly in Conformity With
Generally Accepted Accounting Principles, as amended, (AICPA, Professional
Standards, vol. 1, AU section 411) for conforming changes.


Review the FAQs prepared by the Public Company Accounting Oversight Board
to determine whether any changes to the requirements and guidance relating to
predecessor auditors are necessary.




Make certain editorial changes to the draft.

The task force is expected to present a revised draft to the ASB at its January 2007
meeting for approval as an exposure draft.
5.

Adjournment

The meeting adjourned at 2:30 pm. The next meeting is October 17-19, 2006 in New
York, NY.
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